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SUBJECT: IRANIAN FINANCIAL PROPOSAL TO MEET ENERGY CRISIS 

1. FOLLOWING, FOR YOUR BACKGROUND AND POSSIBLY GOING 
BEYOND WHAT MCNAMARA MAY ALREADY HAVE TOLD YOU, IS 
DESCRIPTION OF SHAH OF IRAN'S PROPOSED FINANCING PLAN TO 
MEET LDC PROBLEMS CAUSED BY THE ENERGY CRISIS. INFORMATION 
COMES FROM TEXT OF PRESS CONFERENCE HELD FEBRUARY 21 IN 
TEHRAN INVOLVING WORLD BANK PRESIDENT MCNAMARA, IMF 
MANAGING DIRECTOR WITTEVEEN, AND THE IRANIAN PRIME 
MINISTER AND FINANCE MINISTER, AND FROM MCNAMARA'S 
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REPORT TO THE IBRD BOARD ON FEBRUARY 26. 


Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 


2. SHAH'S PROPOSAL INVOLVES COMMITMENT BY IRAN OF 
QTE NOT LESS THAN UNQTE DOLS. ONE BILLION THIS YEAR, TO 
BE DIVIDED AMONG: (A) A CONTINUING ANNUAL LOAN OF 
DOLS. 150 MILLION TO A NEWLY CREATED DEVELOPMENT FINANCE 
INSTITUTION; (B) A CONTINUING ANNUAL COMMITMENT TO 
PURCHASE DOLS. 200 MILLION OF WORLD BANK BONDS (ALTHOUGH 
IT IS NOT CLEAR WHETHER IRAN PROPOSES TO BUY MUCH MORE IN 
IBRD BONDS THAN IT TAKES OUT IN LOANS FROM THE IBRD. 

WHICH CLEARLY ARE INTENDED TO CONTINUE); AND (C) A ONE-TIME 
DOLS. 700 MILLION LOAN TO THE IMF FOR THE NEW SPECIAL 
FACILITIES PROPOSED BY WITTEVEEN. A BANK MISSION WILL BE 
GOING TO IRAN SHORTLY TO COMMENCE NEGOTIATIONS ON THEIR 
DOLS. 200 MILLION PORTION OF THE PACKAGE. IN ADDITION, 

THE FINANCE MINISTER STATED THAT IRAN IS PREPARED TO PRE- 
PAY IN THE NEXT YEAR APPROXIMATELY ONE BILLION DOLLARS IN 
LONGER TERM BORROWINGS, MOSTLY HIGH-INTEREST RATE LOANS 
FROM U.S. BANKS AND THE EURO-DOLLAR MARKET, BUT ALSO 
INCLUDING SOME EARLIER WORLD BANK LOANS TO IRAN. 

3. THE SHAH WANTS A NEW QTE NEUTRAL UNQTE DEVELOPMENT 
FUND AND REFUSED TO CONTRIBUTE TO IDA BECAUSE OF ALLEGED 
POLITICAL INFLUENCE IN THE IDA BOARD. THE IRANIANS HAVE 

IN MIND RESOURCES OF DOLS. 2-3 BILLION PER YEAR CONTRI- 
BUTED IN EQUAL SHARES BY 12 OPEC AND 12 INDUSTRIALIZED 
COUNTRIES. IT IS NOT CLEAR WHETHER IRAN'S CONTRIBUTION 
IS CONTINGENT ON OTHERS JOINING IN AS WELL. THE NEW FUND 
WOULD LEND ON CONCESSIONAL TERMS: THE SHAH PROPOSED 
15-20 YEARS MATURITY, SHORT GRACE PERIOD, AND 4 PERCENT 
INTEREST, BUT MCNAMARA COUNTERED THAT IT SHOULD BE MORE 
CONCESSIONAL-30 YEARS MATURITY, 8 YEARS GRACE, AND 
TWO TO TWO AND ONE-HALF PERCENT INTEREST. THE SHAH 
PROPOSED THAT THE NEW FUND BE USED PRIMARILY FOR PROJECT 
AID- ALTHOUGH MCNAMARA HAS SUGGESTED THAT BECAUSE OF THE 
URGENT NEEDS CREATED BY OIL PRICE RISES, SOME BALANCE OF 
PAYMENTS LOANS SHOULD INITIALLY BE MADE AS WELL, PERHAPS 
50 PERCENT IN THE FIRST YEAR AND 25 PERCENT IN THE SECOND 
YEAR. THE INSTITUTION WOULD BE GOVERNED BY A NEWLY 
CREATED BOARD OF GOVERNORS (WHICH WOULD INCLUDE 
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RECIPIENT AS WELL AS DONOR COUNTRIES AND ON WHICH EACH 
COUNTRY WOULD HAVE AN EQUAL VOTE-IN CONTRAST TO THE 
WEIGHTED VOTING IN THE IBRD AND IMF BOARDS), AND 
MANAGED BY A NEW BOARD OF QTE NEUTRAL UNQTE DEVELOPMENT 
EXPERTS. THE NEW INSTITUTION WOULD DRAW ON THE STAFFS OF 
THE IBRD AND IMF FOR LOAN ANALYSIS AND PREPARATION. 

4. COMMENT: CONSIDERABLE WORK CLEARLY STILL NEEDS TO BE 
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DONE IN FILLING IN DETAILS OF THE PROPOSALS. IF THE NEW 
DEVELOPMENT FUND IS REALLY TO CONCENTRATE ON PROJECT 
AID. THIS WOULD NOT BE AN ESPECIALLY USEFUL RESPONSE TO 
THE ENERGY CRISIS, SINCE THE GREAT IMMEDIATE NEED IS 
BALANCE OF PAYMENTS SUPPORT TO MEET ENERGY IMPORT NEEDS. 

A DOLS. 3 BILLION ANNUAL CONTRIBUTION LEVEL DIVIDED AMONG 
24 CONTR BUTING COUNTRIES WOULD REQUIRE APPROXIMATELY 
DOLS. 130 MILLION PER YEAR FROM THE U.S. AND OTHER 
INDUSTRIALIZED COUNTRIES. THIS IS AS MUCH OR MORE THAN 
THE PROPOSED ANNUAL CONTRIBUTIONS TO IDA FOURTH REPLENISH 
MENT (FOR EXAMPLE, GERMANY WAS TO CONTRIBUTE DOLS. 170 
MILLION PER YEAR TO IDA, CANADA DOLS. 90 MILLION, FRANCE 
DOLS. 85 MILLION, U.S. DOLS. 500 MILLION). IN LIGHT OF 
FOREIGN EXCHANGE RESERVE POSITIONS, IT IS INCONGRUOUS TO 
ASK THE SAME DOLS. 150 MILLION CONTRIBUTION FROM SAY, 

IRAN, SAUDI ARABIA AND KUWAIT, AS FROM BELGIUM OR HOLLAND. 
GIVEN THE ADDED BALANCE OF PAYMENTS STRAINS IMPOSED BY 
THE ENERGY CRISIS ON ALL INDUSTRIALIZED COUNTRIES, CONTRI- 
BUTIONS TO ANY NEW FUND WOULD PRESUMABLY BE TAKEN OUT OF 
THE IDA COMMITMENT, AND, INDEED, COULD THEREBY ALL BUT 
DESTROY IDA. THE OTHER ASPECTS OF THE SHAH'S PROPOSAL, 
INCLUDING LOANS ON COMMERCIAL TERMS TO THE IBRD AND IMF 
AND PRE-PAYMENT OF OUTSTANDING CREDITS, WHILE USEFUL, 

DO NOT REPRESENT SPECIAL MAGNANIMITY, SINCE THEY WILL ADD 
TO IRAN'S EARNING ASSETS AND REDUCE CURRENT HIGH-INTEREST 
RATE LIABILITIES. 

5. MCNAMARA REPORTED THAT THE SHAH APPEARS TO VIEW HIS 
PROPOSAL AS AN ALTERNATIVE TO THE PROPOSED OPEC DEVELOP- 
MENT BANK RATHER THAN AS ANOTHER INSTRUMENT. HE 
APPARENTLY HOPES TO HAVE HIS PROPOSAL ON THE AGENDA FOR 
THE OPEC MEETING IN MARCH. IN THE MEANTIME, MCNAMARA 
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AND WITTEVEEN HAVE UNDERTAKEN TO DO WHATEVER THEY CAN TO 
SECURE COMMITMENTS FROM OTHER COUNTRIES. MCNAMARA, IN HIS 
PRESS INTERVIEW, WAS EXUBERANT, CALLING THE PROPOSAL AS 
IMAGINATIVE AND AS IMPORTANT AS WAS THE MARSHALL PLAN 
FOR EUROPE. WE BELIEVE IT IS HARDLY THAT. CASEY 
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